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Note 1. Nature of Business and Significant Accounting Policies 

Nature of business:  Simplex Trading, LLC (the Company) is a broker-dealer registered with the 
Securities and Exchange Commission (SEC). The Company’s Designated Examining Authority and Self-
Regulatory Organization is the Chicago Board of Options Exchange. The Company is also a member of 
Philadelphia Stock Exchange (PHLX), Miami Exchange (MIAX) and BATS Exchange (BATS-ZX). The 
Company specializes in the electronic, proprietary trading of U.S. exchange-traded securities and options 
under a Joint Back Office agreement with ABN AMRO Clearing Chicago, LLC (ABN AMRO).   

The Company’s Class A interests are wholly-owned by Mishkin, Anderson & Securities, LLC (MAGS) 
(See Note 5). 

A summary of the Company’s significant accounting policies follows:

The Company follows Generally Accepted Accounting Principles (GAAP), as established by the Financial 
Accounting Standards Board (the FASB), to ensure consistent reporting of financial condition, results of 
operations, and cash flows.    

Use of estimates:  The preparation of financial statements in conformity with GAAP requires 
management to make estimates and assumptions that affect the reported amounts of assets and 
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the 
reported amounts of revenue and expenses during the reporting period.  Actual results could differ from 
those estimates. 

Financial instruments owned and financial instruments sold, not yet purchased:  Financial 
instruments owned and financial instruments sold, not yet purchased, including equities and equity 
options, are recorded on the trade-date basis and are valued at fair value with unrealized gains and 
losses reported in trading gains, net in the statement of operations.   

The company recognizes contractual interest on securities on an accrual basis, and dividend income and 
expense is recognized on the ex-dividend date.  Commission and related clearing expenses are recorded 
on a trade-date basis as securities transaction occur.   

Financial instruments sold, not yet purchased represent obligations to deliver a specified quantity of 
securities. The company is obligated to purchase securities at a future date at then prevailing prices that 
may differ from the fair values reflected in the statement of financial condition.  

Due to broker-dealer: Due to broker-dealer includes trades pending settlement, cash and margin 
balances.  The Company may obtain short-term financing from the clearing broker from whom it can 
borrow against its proprietary inventory positions, subject to collateral maintenance requirements. 

Income taxes:  The Company is organized as a limited liability company and is a disregarded entity for 
federal and state income tax purposes and is included in the tax return of MAGS.  MAGS is taxed as a 
partnership under the provisions of the Internal Revenue Code and, accordingly, the members of MAGS 
are liable for Federal and State income taxes on their respective share of the taxable income.  
Accordingly, no provision or benefit for federal income taxes has been made in the Company’s financial 
statements.   
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Note 1.       Nature of Business and Significant Accounting Policies (Continued) 

FASB provides guidance for how uncertain income tax positions should be recognized, measured, 
disclosed and presented in the financial statements.  The guidance requires the evaluation of tax 
positions taken or expected to be taken in the course of preparing the Company’s tax returns to 
determine whether the tax positions are “more-likely-than-not” of being sustained “when challenged” or 
“when examined” by the applicable tax authority.  Tax positions not deemed to meet the more-likely-than-
not threshold would be recorded as a tax benefit or expense and liability in the current year. 

Through December 31, 2015, management has determined that there are no material uncertain income 
tax positions. 

The Company is generally not subject to examination by U.S. federal or state taxing authorities for tax 
years before 2012. 

Note 2. Fair Value of Financial Instruments  

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly 
transaction between the market participants at the measurement date. Financial assets and liabilities 
recorded at fair value are categorized based upon the level of judgment associated with the inputs used 
to measure their value. The fair value hierarchy gives the highest priority to quoted prices in active 
markets for identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3). 
Inputs are broadly defined as assumptions market participants would use in pricing an asset or a liability. 

The three levels of the fair value hierarchy are described below: 

Level 1:  Unadjusted quoted prices in active markets for identical assets or liabilities that the reporting 
entity has the ability to access at the measurement date.   

Level 2:  Inputs other than quoted prices within Level 1 that are observable for the asset or liability, either 
directly or indirectly; and fair value is generally determined through the use of models or other valuation 
methodologies.  A significant adjustment to a Level 2 input could result in the Level 2 measurement 
becoming a Level 3 measurement. 

Level 3:  Inputs are unobservable for the asset or liability and include situations where there is little, if any, 
market activity for the asset or liability.  The inputs into the determination of fair value are based upon the 
best information in the circumstances and may require significant management judgment or estimation.   

The availability of observable inputs can vary from instrument to instrument and is affected by a wide 
variety of factors, including, for example, the type of instrument, whether the instrument is new and not 
yet established in the marketplace, the liquidity of markets, and other characteristics particular to the 
instrument.  To the extent that valuation is based on models or inputs that are less observable or 
unobservable in the market, the determination of fair value requires more judgment. Accordingly, the 
degree of judgment exercised in determining fair value is greatest for instruments categorized in Level 3.  

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value 
hierarchy.  In such cases, a financial instrument’s level within the fair value hierarchy is based on the 
lowest level of input that is significant to the fair value measurement. The Company’s assessment of the 
significance of a particular input to the fair value measurement in its entirety requires judgment and 
considers factors specific to the financial instrument.  The following section describes the valuation 
techniques used by the Company to measure different financial instruments at fair value and includes the 
level within the fair value hierarchy in which the financial instrument is categorized  
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Note 2.      Fair Value of Financial Instruments (Continued) 

Financial instruments owned and financial instruments sold, not yet purchased that are actively trading 
and traded on a national securities exchange, or reported on the NASDAQ national market, are valued 
using the last reported sales price on the day of valuation.  These financial instruments are classified as 
Level 1 in the fair value hierarchy.  

The Company assesses the level of the financial instruments at each measurement date, and transfers 
between levels are recognized on the actual date of the event or change in circumstances that caused 
the transfer in accordance with the Company’s accounting policy regarding the recognition of transfers 
between levels of the fair value hierarchy.  There were no transfers among levels during the year.  

The following table presents the Company’s fair value hierarchy for those assets and liabilities measured 
at fair value on a recurring basis as of December 31, 2015: 

Quoted Prices in Signif icant

Active Markets for Other Signif icant

Identical Assets  Observable Unobservable

and Liabilities  Inputs  Inputs

Description Total (Level 1) (Level 2) (Level 3)

Assets

Financial instruments ow ned:

Equities 702,305,806  $              702,305,806  $            -$                      -$                      

Equity options 578,474,497                  578,474,497                -                        -                        

1,280,780,303  $           1,280,780,303  $         -$                      -$                      

Liabilities

Financial instruments sold, not

  yet purchased:

Equities 353,661,463  $              353,661,463  $            -$                      -$                      

Equity options 575,927,104                  575,927,104                -                        -                        

929,588,567  $              929,588,567  $            -$                      -$                      

Fair Value Measurements Using

The Company’s derivative activities consist of the trading of exchange-traded equity options contracts. 
The Company employs arbitrage strategies between exchange-traded securities and option contracts.  

Substantially all of the Company’s other assets and liabilities are considered financial instruments and are 
either already at fair value, or at carrying amounts that approximate fair value because of the short 
maturity of the instruments.  
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Note 3. Due to Broker-Dealer 

Due to broker-dealer, net at December 31, 2015, consists of the following: 

Asset Liability Net

Due to broker-dealer -$                      (256,245,182)  $      (256,245,182)  $      

Unsettled securities transactions 32,388,665           (22,273,226)            10,115,439              

32,388,665  $       (278,518,408)  $      (246,129,743)  $      

The Company has a credit facility with its clearing firm, ABN AMRO Clearing Chicago, LLC.  The purpose 
of the credit facility is to finance transactions of the Company.  As of December 31, 2015 the Company 
has a maximum trading credit line of $1,300,000,000 and a cash limit of $1,300,000,000 with interest rate 
negotiated at Feds Funds Target Rate plus 40.0 basis points.  At December 31, 2015, the Company has 
an outstanding trading credit balance of $595,057,808 and an outstanding cash balance of $245,772,718, 
which is included in the due to broker-dealer on the statement of financial condition.   

Per the agreement, the Company must keep minimum net liquidating balances as defined, with the 
clearing firm.  The securities held at the clearing firms that are pledged to secure the credit line total 
$1,280,780,303 in market value at December 31, 2015.  

Note 4. Derivative Financial Instruments 

Derivative financial instruments are based upon an underlying asset, index, or reference rate or a 
combination of these factors.  The Company uses derivative financial instruments as part of its trading 
activities.  These financial instruments, which generally include exchange-traded equity options expose 
the Company to varying degrees of market and credit risk that may be in excess of the amounts recorded 
in the statement of financial condition.   

The Company’s trading activities involve the use of risk management strategies to reduce directional and 
non-directional risks based on models, and there is no guarantee that the hedging strategies will achieve 
their desired effect.  

These derivative contracts are recorded on the statement of financial condition as assets and liabilities 
measured at fair value.  The Company does not consider any derivative instruments to be hedging 
instruments, as those terms are generally understood under GAAP. 

As of December 31, 2015, the Company’s derivative activities had the following impact on the statement 
of financial condition: 

Statement of Assets at Liabilities at

Underlying Risk Financial Condition Location Fair Value Fair Value Net

Equities Financial instruments ow ned 578,474,497$ -                     578,474,497$

Financial instruments sold, not yet purchased -                      (575,927,104) (575,927,104)

2,547,393$     
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Note 4.      Derivative Financial Instruments (Continued) 

For the year ended December 31, 2015, the Company has elected the alternative disclosure for gains 
and losses on derivative instruments included in its trading activities. This alternative disclosure permits 
the Company to disclose on a combined basis the gains and losses related to all derivative and non-
derivative (or cash) instruments classified as trading instruments disaggregated by the type of underlying 
risk.  The Company traded approximately 103,000,000 option contracts and approximately 2,322,000,000 
shares in 2015.   

Note 5. Member’s Equity 

The Company’s Operating Agreement provides for three classes of members: Class A, Class B and Class 
C, as defined.  The Company’s Class A Membership Units are wholly-owned by MAGS.  The owner of the 
Class A Membership Units controls all voting rights and is responsible for appointing members to the 
management committee.  Class B and Class C members have no voting interests in the Company. As of 
December 31, 2015, there are no Class B and Class C membership interests in the Company. 

Under the terms of the amended operating agreements, management and control of the Company, 
including overall authority on all trading activities of the Company, is vested exclusively in the Manager.  
The Manager is comprised of a three person management committee that is appointed by the Class A 
member.

Class B and C members are admitted at the sole discretion of the Manager, have no voting right and do 
not participate in the management of the Company.  The Manager may restrict, suspend or terminate the 
trading activities of a Class B or C member at any time for any reason 

Note 6. Related-Party Transactions 

The Company operates under an expense sharing agreement with Simplex Investments, LLC.  Simplex 
Investments, LLC, a servicing company and an affiliate of the Company by common ownership provides 
the Company with employees (leased employees), supplies, equipment and use of space.  Under this 
agreement, $12,912,503 is payable to Simplex Investments, LLC as of December 31, 2015.  The 
Company settles balances with Simplex Investments on a monthly basis. 

The Company operates under a software license agreement with Simplex Technologies, LLC (previously 
Prefontaine Trading, LLC) a technology servicing company and an affiliate of the Company by common 
ownership.  Based on the terms of the software license agreement, Simplex Technologies, LLC provides 
the Company its software, related materials, related documentation and services related to supporting, 
maintaining and improving the software. Under this agreement $5,079,150 is payable as of December 31, 
2015. The Company settles balances with Simplex Technologies on a monthly basis. 

Note 7. Off-Balance-Sheet Risk and Concentration of Credit Risk  

Market risk is the potential change in an instrument’s value caused by fluctuations in interest rates, equity 
prices, credit spreads, or other risks. Exposure to market risk is influenced by a number of factors, 
including the relationships between financial instruments and the volatility and liquidity in the markets in 
which the financial instruments are traded. In many cases, the use of derivative financial instruments 
serves to modify or offset market risk associated with other transactions and, accordingly, serves to 
decrease the Company’s overall exposure to market risk. The Company attempts to control its exposure 
to market risk arising from the use of these financial instruments through various analytical monitoring 
techniques. 
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Note 7.       Off-Balance-Sheet Risk and Concentration of Credit Risk (Continued) 

Credit risk arises from the possible inability of counterparties to meet the terms of their contracts.  The 
Company’s exposure to credit risk associated with counterparty nonperformance is limited to the current 
cost to replace all contracts in which the Company has a gain.  The Company limits credit risk by 
executing options transactions through regulated exchanges that are subject to the exchanges’ 
counterparty approval procedures and margin requirements.   

The Company conducts business with a broker-dealer for its trading activities.  The clearing and 
depository operations of the Company’s trading activities are performed by this broker pursuant to 
agreements.  The Company monitors the credit standing of this broker on an ongoing basis.  In the event 
the broker is unable to fulfill its obligations, the Company would be subject to credit risk. 

The Company’s financial instruments that are exposed to concentrations of credit risk consist primarily of 
cash.  The Company maintains its cash accounts at financial institutions located in the United States.  At 
times, the Company may have cash that exceeds the balance insured by the Federal Deposit Insurance 
Corporation.  The Company monitors such credit risks and has not experienced any losses related to 
such risks. 

Note 8. Guarantees and Indemnifications 

In the normal course of the business, the Company enters into contracts that contain a variety of 
representations and warranties that provide indemnifications under certain circumstances.  The 
Company’s maximum exposure under these arrangements is unknown and the risk of loss is remote, as it 
would require future claims that may be against the Company that have not occurred.  Such contracts 
include written option contracts that are not settled in cash.  These written option contracts obligate the 
Company to deliver or take delivery of specified financial instruments at a contracted price in the event 
the holder exercises the options.  

The Company is required to disclose information about its obligations under certain guarantee 
arrangements.  Guarantees are defined as contracts and indemnification agreements that contingently 
require a guarantor to make payments to the guaranteed party based on changes in an underlying 
interest or foreign exchange rate, security or commodity price, an index or the occurrence or 
nonoccurrence of a specified event related to an asset, liability or equity security of a guaranteed party.  
Guarantees are also defined as contracts that contingently require the guarantor to make payments to the 
guaranteed party based on another entity’s failure to perform under an agreement, as well as indirect 
guarantees of the indebtedness of others. 

The Company trades and holds certain fair-valued derivative contracts, which may constitute guarantees.  
Such contracts include written option contracts.  Written options obligate the Company to deliver or take 
delivery of specified financial instruments at a contracted price in the event the holder exercises the 
option.  Since the Company does not track the counterparties’ purpose for entering into a derivative 
contract, it has disclosed derivative contracts that are likely to be used to protect against a change in an 
underlying financial instrument, regardless of their actual use. 

As of December 31, 2015, the maximum payouts for these contracts are limited to the notional amounts 
of each contract.  Maximum payouts do not represent the expected future cash requirements as the 
Company’s written options positions may be liquidated or expire without being exercised by the holder. In 
addition, maximum payout amounts are frequently decreased by offsetting positions taken by the 
Company as part of its trading activities.  The fair values of all written option contracts as of December 31, 
2015, are included as liabilities in financial instruments sold, not yet purchased on the statement of 
financial condition.   
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Note 9. Subsequent Events 

The Company has evaluated subsequent events for potential recognition and/or disclosure through the 
date these financial statements were issued.  The Company made a profit distribution of $3,000,000 and 
$8,300,000 to its Class A Member MAGS on January 12, 2016 and January 19, 2016, respectively.  


